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Abstract

This article studies earnings inequality between social classes across 30 European
countries. Class inequality in earnings is found across the board although there are
some exceptions. However, the degree of class inequality varies strongly across coun-
tries being larger in Western and Southern European countries and smaller in Eastern
and Northern European countries. Furthermore, we find that differences in class com-
position in terms of observed characteristics associated with earnings account for a
substantial proportion of these between-class differences. Differences between classes
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742 GOEDEME ET AL.

in the returns to education and other characteristics play less of a role. In all these
respects there is a sizeable cross-national variation. This points to important differ-
ences between countries in how earnings are structured by social class.

Keywords

social class — earnings inequality — cross-national variation — Europe — inequality
decomposition — EU-SILC

1 Introduction

In sociological literature, social class is a key indicator of inequality
(Goldthorpe, 2007). Social class captures individual’s position in the labour
market and has been shown to influence life chances by structuring a range
of outcomes, including individual’s short-term income instability and insecu-
rity, material deprivation and economic vulnerability, long-term income pros-
pects and wealth levels, together with social mobility (Whelan and Maitre,
2010; Lahtinen et al., 2018; Bukodi et al., 2019; Albertini and Radl, 2012). Several
country case studies have also shown a link between social class and earnings
for example in the UK and the US (e.g. Weeden et al., 2007; Williams, 2017;
Wodtke, 2016). However, cross-national variations in the degree of economic
inequality between class categories has received little sustained attention. We
know little about the degree of economic inequality say between the work-
ing class and salariat and how that inequality differs across countries. Are the
working classes relatively better off in some contexts than others and if so,
why? In this study, we contribute to the comparative evidence by providing
an up-to-date account on class inequality in earnings across thirty European
countries.

Thus far, studies on the relationship between social class and earnings have
mostly focused on single countries and trends over time in inequality between
versus within classes, prompted initially by the ‘death of class’ claims that the
role of social class in determining economic standing and incomes was much
reduced due to technological change and globalization (Clark and Lipset,
1991). Country case studies have shown that social class still matters for income
and earnings as much as it did some decades ago (e.g. Weeden et al., 2007;
Williams, 2017; Wodtke, 2016). More recently, studies into social class and earn-
ings have been motivated by an interest in the implications of rising earnings
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inequality across the rich countries for ‘polarisation’, including the impact that
may have on politics and the rise of populism (Burgoon et al., 2019; Engler and
Weisstanner, 2020). However, the literature on class inequality in earnings
across countries is less developed. Albertini et al. (2020) is a rare comparative
study on the relationship between class and earnings, but also concentrates on
the extent to which between-class differentials changed over time. The only
comparative study we know focuses on how those differentials vary across
countries is Le Grand and Tahlin (2013) but they provide evidence on 11 coun-
tries using limited data. In another comparative study, we investigate the rela-
tion between overall earnings inequality and overall between-class inequality
in earnings (Goedemé et al., 2021a). However, we did not look into specific
class differences in earnings, and how these arise. We thus need to improve
country comparative evidence on how earnings are structured by social class
in different contexts. Furthermore, greater earnings differentials are likely to
contribute to stronger forms of class stratification in other domains — such
as, health, life satisfaction, or political attitudes — giving another motivation
to study earning gaps between classes in a country-comparative perspective
(Brooks and Svallfors, 2010; Kunst and Roskam, 2010; Edlund and Lindh, 2015;
Paskov et al., 2020).

In this article, we employ data from EU-SILC 2017 to investigate how the
relationship between social class and earnings varies across 30 European
countries and assess potential drivers of these class-earnings gradients. The
particular advantage of EU-SILC is its high-quality data on earnings and the
availability of a range of individual and household characteristics. Our social
class measure is based on the European Socio-Economic Classification (ESeC).
In addition to providing a comparative picture of class earnings inequality
across 30 countries, we develop and apply a regression-based decomposi-
tion method to see the extent to which the variation in between-class earn-
ings differentials is accounted for by two explanations. First, we consider
differences across countries in class composition in observed characteristics,
and second, we consider differences in the returns to these observed char-
acteristics. We can thereby assess the extent to which class composition and
returns to certain characteristics explain class earnings inequality across
countries.

Key findings are that class inequality in earnings can be found across the
board although there are some exceptions. In a few countries the average earn-
ings of the working class are higher than that of the intermediate class, in those
contexts, the logic of the class ranking does not seem to hold. Importantly,
both the ratio of average earnings of the salariat and the intermediate to
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the working class vary widely across countries. Earnings inequality between
the salariat and working class is generally larger in Western European and
Southern European countries and smaller in Eastern and Northern European
countries. Differences across countries in class composition account for a
substantial proportion of between-class differences, with educational profiles
particularly important for the salariat-to-working-class gap but employment-
related factors playing a larger role for the intermediate-to-working-class one.
Differences between classes in the returns to education and other character-
istics play little or no role in the gap between the salariat versus working class,
but do contribute to the earnings gap between the intermediate and working
class, though class composition remains much more important. In all these
respects there is a sizeable cross-national variation. We conclude that there
are important differences between countries in how earnings are structured
by social class.

2 Class and Earnings

Social class theory aims to capture where people stand in the economic struc-
ture, on the basis that in market economies it is the market position, espe-
cially the position in the labour market, that captures and defines social and
economic advantages and disadvantages (Rose et al., 2010; Goldthorpe, 2007;
Wright, 1997). While there is broad agreement in the literature about who
belongs to the salariat and the working classes (Le Grand and Téhlin, 2013),
theoretical perspectives differ on what type of economic inequality one should
expect to emerge between social classes and why, and this applies in particular
to the relationship between class and current earnings.

A common theoretical theme is that the work of managers and profession-
als requires more specific skills and expertise and is harder for an employer to
monitor, so employers are incentivised to promote their cooperation, loyalty,
and work effort by providing a range of benefits that will not be available to
the working class. Rather than higher current earnings, though, Goldthorpe
(2007) highlights aspects such as earnings security in terms of low risk of job
loss and unemployment; short-run earnings stability from week to week and
month to month; and better long-term earnings prospects. From Wright's
(1997) perspective, on the other hand, one can expect managers and profes-
sionals to be incentivised to act in the interest of the employer by higher wages
as well as promotion prospects. Wright also emphasises the role of differences
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in bargaining power between classes, with managers and professionals better
placed to bargain for a larger share of profits in the form of higher earnings.

Serensen’s (1999) discussion of class conceived as ‘life condition concept’
versus ‘exploitation concept’ is also relevant when thinking about class and
earnings, in particular his emphasis on how some employment relationships
create ‘rents) and the importance of how ‘open’ versus ‘closed’ an employment
relationship is to outsiders. Tahlin, in turn, argues that class inequalities in
earnings are due not to power or employment relations attached to different
class positions but to differences in the skills content of the jobs (Le Grand
and Téhlin, 2013; Tahlin, 2007). From this perspective, workers in higher class
positions have higher wages because their education, qualifications, and skills
make them more productive, and therefore class is a good proxy for earnings
because it captures workers’ abilities and skills. Furthermore, to the extent that
individual or household characteristics that are associated with earnings (e.g.,
gender, household composition) are also associated with class, a relationship
between class and earnings is likely to be empirically observed. As discussed
by Rose and colleagues (2010), these associated factors can also be seen as ele-
ments of social class inequalities.

There are thus a range of pathways through which the relationship between
class and earnings could emerge. In this article we are specifically interested in
how class inequality in earnings varies across countries.

3 Cross National Differences in the Class Earnings Gap

Empirically, trends over time in the relationship between social class and
earnings have been studied for individual countries in Wodtke (2016); Wodtke
(2017); Zhou and Wodtke (2019); Weeden et al. (2007) for the US, Williams
(2013); Williams (2017) for the UK, Bihagen et al. (2010); Tahlin (2007) for
Sweden, and Albertini (2013) for Italy. Comparative studies are much less com-
mon, but see Le Grand and Tahlin (2013); Albertini et al. (2020), and Goedemé
et al, 2021a.

Limited interest in how between-class earnings differentials vary across
countries is surprising since many of the reasons for being concerned with
how those differentials are changing over time can also serve to motivate cross-
sectional comparative analysis. The primary motivation for us is to establish
whether class structures earnings in a similar way across countries. While class
is often taken as an indicator of economic inequality, we currently do not have
an up-to-date picture on how wide earnings gaps between class categories are
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and to what extent these gaps differ across countries. Current earnings capture
how different social class categories are rewarded on the labour market, but
they are also central to an individual’s command over resources more broadly.
While Brady et al’s (2018) finding that a cross-sectional snapshot provides a
relatively robust proxy for permanent income relates to disposable household
income rather than individual pre-tax earnings, Kim et al. (2018) show that
one year of cross-sectional earnings is a good predictor of long-term earnings.
There are thus good reasons to believe that cross-sectional earnings are related
to short-term income instability and insecurity and long-term income pros-
pects and wealth levels.

An additional motivation behind country-comparative analysis is to under-
stand comparative research on class inequality in other domains. If widening
gaps over time in earnings differentials between classes may be expected to
strengthen class differentials in domains such as health, social mobility, life
satisfaction, and political preferences and voting behaviour, then countries
with wider earnings differentials would also be expected to display stron-
ger class patterning in those domains: the implications of being in one class
versus another will in all likelihood be stronger where earnings differentials
between those classes are wider. Incorporating measures of country-level
earnings inequality into the analysis, a common strategy, cannot be guar-
anteed to capture those differentials (Goedemé et al., 2021a). It is therefore
important to investigate differences in earnings between classes across coun-
tries empirically.

Furthermore, having established the extent of differences in average earn-
ings between social classes, understanding what underpins this variation
across developed countries should also be informative as to how class structur-
ing operates in different contexts. One straightforward explanation could be
that the composition of the various classes in terms of characteristics associ-
ated with higher versus lower earnings differs across countries. If for example
the gap in educational attainment between the working class and the other
classes is wider in one country than another, then the earnings differential
between them would be expected to vary even if the return to different lev-
els of education was the same for each class. Variations in class composition
could be caused by at least three factors. One is cross-national variation in the
occupational composition of social classes, potentially driven by differences
in the supply of skills and demand for certain occupations, which may result
in a different composition of social classes with regard to characteristics that
strongly correlate with occupation. Second, dynamics of occupational closure
may vary across countries implying that the same occupations allow or attract
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more easily people with some characteristics than others in some countries
compared to others. This may either be the result of deliberate action (e.g. hir-
ing policies) or through the lack of some policies such as limited supply of
childcare or family-friendly work arrangements (pointing to ‘self-selection’).
Third, the overall shape of the economy and the relative size of various indus-
tries and economic sectors may impact both on the occupational composi-
tion of social classes as well as the composition of occupations with respect to
other background characteristics. To sum up, country differences in the class
earnings gap could be determined by the fact that social classes are composed
of individuals with different characteristics. For example, it could be that the
average working-class person in country A is more educated or more expe-
rienced than the average working-class person in country B, and that could
explain variation in class earnings inequality between those countries.

A second explanation for cross-national variation in earnings inequality
between social classes relates to the overall cross-national differences in returns
to a range of characteristics including education. This points to dynamics not
directly related to social class. For instance, if the relative share of females
in the working class as compared to the salariat does not differ between two
countries, but wage discrimination by gender is more sizeable in one coun-
try as compared to another, earnings inequality between classes will also vary.
Similarly, if the composition of classes by economic sector does not differ size-
ably between two countries, but in one country some economic sectors gener-
ate relatively higher earnings than the same sectors in the other country, this
will also contribute to cross-national variations in between class inequality. In
the empirical analysis, we are not able to make a distinction between the latter
two explanations. Given that in both cases earnings inequality between classes
emerges due to a difference in the composition of the salariat and intermedi-
ate vs. the working class, we group them together in what we call ‘composi-
tional effects’

Another explanation may be that between-class earnings inequality is
driven by differences between classes in the returns to observable characteris-
tics such as education, that is, in the class-specific earnings effects of a range
of socio-economic variables. We employ ‘returns’ as a convenient umbrella
term to simply denote the direction and strength of the conditional associa-
tion between earnings and other socio-economic and demographic variables.
If such differences in returns are much more marked and play a much larger
role in driving between-class earnings differentials in some countries than
others, then that in turn would point to the importance of underlying institu-
tional and context-specific factors affecting power relations and class-specific
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processes of wage formation, including differences in collective bargaining,
minimum wage policies and between-class differences in levels of discrimina-
tion by gender or migration background.

The contributions of class composition versus class-specific returns to
between-class earnings differentials thus suggest quite different ‘stories’ about
the relationship between class and earnings, and distinguishing them will play
a central role in our analysis. Because of the socio-economic characteristics
that correlate both with class and earnings, we need to study the relationship
between class and earnings net of those characteristics, and for that purpose
we develop and employ a shift-share decomposition method described in
Section 5.

4 Data and Variables Employed

To assess the relationship between social class and earnings across a broad
range of countries, we make use of the EU Statistics on Income and Living
Conditions (EU-s1LC) microdata. EU-sILC is the main source for compara-
tive research into earnings and income inequality in Europe, and covers all
EU Member States, plus Iceland, Norway, Serbia, Switzerland and the United
Kingdom. We make use of the 2017 data (release of Spring 2019), which
excludes Iceland and Switzerland. EU-SILC is a survey among random sam-
ples of the population living in private households. The data are collected in a
partially ex ante harmonised manner, though countries vary in sample design,
mode of data collection (especially the use of survey data vs. register data),
and questionnaire design (Goedemé and Zardo Trindade, 2020). In most coun-
tries all household members aged 16 and over are interviewed, while in some
countries a part of the questionnaire is for selected respondents only (includ-
ing Denmark, Finland, the Netherlands, Norway, Sweden and Slovenia). In all
countries EU-SILC has some form of a complex sample design, and we take
this as much as possible into account when estimating standard errors and
confidence intervals, in accordance with the procedures proposed in Goedemé
(2013).

The target population for our study is the population at work, aged 18-64
and with earnings above zero in the income reference year. The income ref-
erence year is the calendar year before the survey year (i.e., 2016), except for
Ireland (the 12 months preceding the interview) and the United Kingdom (the
current year). The sample size for our subsample of interest varies between
2,500 (Denmark and Sweden) and 17,000 individuals (Italy), that is, only
including cases with observations for all relevant variables for this study (this
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variation in sample size is broadly in line with the overall strong variation in
EU-s1LC’s sample sizes across countries).

Turning to the variables to be included in our analysis, earnings and social
class play a central role and need to be discussed in some detail. The earnings
variable available from EU-SILC is gross earnings in the income reference year,
which includes cash and near-cash income from employment as well as prof-
its and losses from self-employment.! We only include observations with total
gross earnings higher than zero, and winsorize at the gggth permille. The earn-
ings variable will reflect both pay per hour and the number of hours worked,
so both part-time working and time spent not in work during the year will
affect total earnings. This measure of earnings must be distinguished from on
the one hand the hourly earnings measure that would usually be employed in
estimating human capital models, and on the other the measures of household
income including other income sources and after tax that would be used in
analysing household income inequality. Hourly earnings cannot be robustly
constructed from the information available in EU-sILC, but in any case the
annual earnings variable has advantages for current purposes. Differences in
pay per hour, in hours worked per week, and in weeks worked in the year are
all likely to be highly structured in social class terms, so being able to capture
them in this earnings measure is valuable in assessing earnings gaps between
the classes. Gross earnings are a major component of household income, but
the latter is also affected by how individuals group together in households,
while disposable income is also substantially affected by the redistributive
impact of social protection transfers and direct taxes; unpacking class gaps in
disposable household income is a highly worthwhile exercise but even more
complex than the analysis of individual gross earnings on which we concen-
trate here, and on which it could build.

Social class is conceptualised and operationalized in accordance with the
European Socio-Economic Classification (ESeC), which is specifically designed
for international comparisons (Rose and Harrison, 2010). In this article we
look at earnings inequality among three major social classes and distinguish
between ‘Salariat) ‘Intermediate’ and “‘Working’ classes. We thus collapse the
original ten-class version of ESeC into the three-class schema following the
collapsing guidelines by Rose and Harrison (2010) as shown in Table 1. ESeC
defines social class based on employment status, size of the firm (in the case
of self-employed), supervisory status (in the case of employees), and occu-
pation. In EU-SILC 2017, occupations are classified in accordance with the

1 InFrance and Austria, employee income also includes the value of the private use of a com-
pany car, see Goedemé and Zardo Trindade (2020).
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TABLE 1 Collapsing ESeC from 10 to 3 classes

ESeC class 10-class 3-class Terminology

High salariat 1 1+2 Salariat

Lower salariat 2

Higher white collar 3 3+4+5+6 Intermediate
class

Petit bourgeois 4

Small farmers 5

Higher grade blue collar 6

Lower white collar 7 7+8+9 Working class

Skilled manual 8

Semi-/non-skilled 9

Never worked 10 Excluded Excluded

SOURCE: ROSE AND HARRISON (2010)

International Standard Classification of Occupations (1SCO 2008), at the two-
digit level while a three-digit 1sco would typically be used for constructing
ESeC. Therefore, we use a version of the original ESeC based on two-digit
1sco code.? In most countries, this results in between 40 and 43 occupational
groups. In three countries occupation is available at a more aggregated level,
this is the case in Germany (9 groups), Ireland (25 groups), Malta (10 groups)
and Slovenia (10 groups). Given that occupational information in EU-s1LC
is available either as two-digit 1ScO or more aggregate form, working with
a more detailed class schema would lead to mismatches in class allocation.
Focusing on a three-class schema, therefore, is a more reliable option (Rose
and Harrison, 2010).

In order to capture differences in profiles across classes and decomposing
earnings gaps between them, we include a range of variables that are com-
monly associated with earnings, including employment characteristics but
also human capital and demographic factors. In our analysis we will use nine
variables grouped into the following blocks:

2 We use an adapted version of the Stata do-file published on the GEs1s website, (https://www
.gesis.org/en/gml/european-microdata/eu-silc, last accessed o5/11/2019), first classifying the
self-employed into those with versus without employees, and looking at the size of the firm
only for the former. For details and limitations of the ESeC coding in EU-s1LC, see Goedemé
et al. (2021b). The do-file for generating ESeC in EU-s1LC can be downloaded from https://
www.timgoedeme.com/tools/esec-in-eu-silc/.
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(1)  Hours Worked — Proportion of full-year full-time hours worked (FYFTE).
Each month for which the respondent reports having worked full-time
(FT) is counted as 1/12, with months working part-time counted propor-
tionately based on reported typical hours worked per week at the time of
the interview, the only hours measure collected in the survey.

(2) Education — Highest level of education is measured in three categories —
lower secondary and below; higher secondary and post-secondary, non-
tertiary; tertiary education.

(3) Labour Market:
Potential work experience — number of years since the start of the first
regular job;
Temporary contract — yes or no;
Economic sector of activity — measured in 13 categories using NACE.

(4) Personal:
Gender;
Health status — whether or not person reported feeling (very) limited in
the activities they usually do because of health problems for at least the
past six months;
Disability status — whether someone received disability benefits in the
income reference year;
Immigration status — whether someone was born outside the country.

(5) Household Type: distinguishing single person; multi-person with one
earner and no children; single-parent households; one-earner house-
holds with at least one child and one non-earning adult; other house-
holds without children; and other households with children.

While not all of these can be thought of as ‘characteristics’ per se, we will use

that encompassing term for convenience as we distinguish the profile of the

classes in those terms and the returns accruing to them in earnings.

5 Class Structures and Earnings Differences

5.1 Social Class Structures

Using the 3-class schema derived from ESeC as described above, Table 2 depicts
the social class structure of the working population across the thirty European
countries we are covering. The size of the working class is largest in Eastern
Europe and relatively small in Western Europe, ranging from around 20% in
the Netherlands to over half of the active population in Bulgaria. The size of
the salariat class is close to or above 50% in the Nordic countries, Luxembourg
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and the Netherlands, and 30% or below in Greece, Serbia, Bulgaria and
Romania. Apart from that, no clear geographical pattern emerges: the salariat
is relatively small in, for instance, Germany and Hungary, and relatively large
in Estonia, France, the United Kingdom and Belgium. The pattern is even more
diverse regarding the size of the intermediate class, ranging from around 15%
of the active population in Norway, Latvia and Lithuania, and around 25% in
France, Poland and Spain, to 35% or more in Greece and Germany.

TABLE 2 The size of social classes as a percentage of the total population at working age
and currently in work (%), EU-SILC 2017

Country Country code Working class Intermediate  Salariat
class
Austria AT 28 29 43
Belgium BE 28 23 49
Bulgaria BG 56 16 28
Croatia HR 48 19 33
Cyprus cY 40 24 36
Czech Republic (o)// 40 22 37
Denmark DK 31 17 52
Estonia EE 40 16 44
Finland FI 37 19 44
France FR 29 25 47
Germany DE 30 38 32
Greece EL 35 35 30
Hungary HU 51 17 32
Ireland IE 35 28 37
Italy IT 34 28 37
Latvia LV 46 13 40
Lithuania LT 46 13 42
Luxembourg LU 31 18 51
Malta MT 30 31 39
Netherlands NL 22 22 56
Norway NO 26 16 58
Poland PL 41 22 37
Portugal PT 44 20 36
Romania RO 47 27 27
Serbia RS 48 21 30
Slovakia SK 45 23 32
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TABLE 2 The size of social classes as a percentage of the total population (cont.)
Country Country code Working class Intermediate  Salariat
class

Slovenia SI 36 32 32
Spain ES 43 25 32
Sweden SE 34 15 50
United Kingdom UK 29 24 47

Total 35 26 39

Note: Total is population-weighted average across countries. Figure A1 in appendix displays the
table graphically.
SOURCE: EU-SILC 2017 (RELEASE SPRING 2019), COMPUTATIONS BY THE AUTHORS

The composition and characteristics of a particular social class also vary across
countries. For example, the self-employed account for about 20% of the sala-
riat in Greece and Italy, but 5% or less in countries as diverse as Norway, Malta,
Romania and Croatia. Class profiles also differ with respect to variables such
as time spent in work during the year, gender, immigration status and highest
degree of education achieved, as we will see. Next, though, we examine the
scale of the observed differences in earnings between social classes, before any
such differences in composition are taken into account.

5.2 Between-Class Earnings Differences

We now focus our analysis on the ratio of average earnings in the salariat or the
intermediate class compared to the working class. To derive these ratios, we
first compute the natural logarithm of earnings for each respondent in the sam-
ple, then calculate the average of the log of earnings for each social class, and
subsequently compute the ratio of the exponent of the average for each social
class.3 Table 3 shows that in most countries there is a sizeable gap between the
average earnings of the salariat and the working class (with countries ordered
on this basis). On average across all these countries, average gross earnings of
the salariat are 1.9 times as high as those of the working class. However, this
ratio ranges from around 1.5. in some Eastern European (e.g., Slovakia, Serbia,
Romania, Slovenia) and Nordic countries (e.g., Sweden and Denmark) up to

3 This is somewhat cumbersome, but it will allow us to employ regression-based decomposi-
tions of earnings inequality between classes in Section 6 — these typically depart from the
natural logarithm of earnings for reasons we outline there.
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2.5 in Luxembourg and Ireland. The ratio of salariat and working class average
earnings is generally larger in Western European and Southern European coun-
tries and smaller ratios are found in Eastern and Northern European countries.
Bulgaria is an exception among the Eastern European countries with a larger
class-earnings ratio.

The average earnings difference between the intermediate class and the
working class is also shown in Table 3, and is much more modest. The aver-
age ratio across the thirty countries is about 1.14. However, in some coun-
tries — Serbia, Lithuania, and especially Romania — the average earnings of the
intermediate class are actually lower than those of the working class, which
means that the logic of the class ranking in those countries does not seem to
hold. This is very different to Luxembourg and Germany where the intermedi-
ate class earns, on average, about 50% more than the working class.

TABLE 3 The ratio of average earnings of the salariat to the working class
and of the intermediate class to the working class, EU-sILC 2017

Country Salariat/ Intermediate/
working class working class

SK 1.38 (1.33-1.42) 1.11 (1.07-1.16)
RS 1.55 (1.46-1.63) 0.87 (0.80-0.95)
RO 1.55 (1.49-1.61) 0.36 (0.31-0.40)
S1 1.57 (1.46-1.68) 1.06 (1.00-1.13)
HU 1.58 (1.49-1.67) 0.93 (0.82-1.04)
cz 1.64 (1.59-1.69) 1.17 (1.12—-1.21)
SE 1.65 (1.53-1.76) 1.13 (1.02-1.24)
DK 1.65 (1.52—1.78) 1.19 (1.08-1.30)
IT 1.66 (1.60-1.72) 1.13 (1.09-1.17)
FI 1.69 (1.61-1.78) 1.00 (0.91-1.09)
EE 1.70 (1.61-1.79) 0.98 (0.90—1.06)
BE 1.70 (1.61-1.79) 1.20 (1.13-1.28)
PL 1.72 (1.66-1.77) 1.01 (0.96-1.05)
HR 1.74 (1.67-1.81) 1.11 (1.05-1.18)
EL 1.77 (1.71-1.84) 1.12 (1.06-1.17)
LV 1.78 (1.70-1.87) 0.88 (0.81-0.96)
NO 1.82 (1.69-1.94) 1.37 (1.25-1.49)
LT 1.90 (1.76—2.03) 1.30 (1.16-1.45)
NL 1.91 (1.80-2.02) 1.17 (1.09-1.26)
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TABLE 3 The ratio of average earnings of the salariat (cont.)

Country Salariat/ Intermediate/
working class working class
MT 1.92 (1.82-2.02) 1.19 (1.13-1.25)
AT 1.99 (1.86-2.12) 1.35 (1.27-1.44)
FR 2.00 (1.88-2.12) 1.22 (1.15-1.29)
PT 2.11 (2.03-2.19) 1.20 (1.15-1.26)
BG 2.13 (2.00-2.25) 1.42 (1.32-1.52)
UK 2.18 (2.09-2.27) 1.17 (1.12—-1.23)
ES 2.23 (2.10-2.37) 1.39 (1.31-1.47)
cYy 2.27 (2.12—2.41) 1.37 (1.29-1.46)
DE 2.31 (2.19-2.42) 1.48 (1.41-1.55)
LU 2.51 (2.35—2.66) 1.49 (1.34-1.65)
IE 2.52 (2.34—2.69) 1.31 (1.21-1.41)
Total 1.88 (1.85-1.91) 1.14 (1.12-1.16)

Note: Total is population-weighted average across countries. Countries ordered
by ratio of the Salariat and the working class. 95% Confidence intervals between
brackets. Data are displayed graphically in Figure A2.

SOURCE: EU-SILC 2017 (RELEASE SPRING 2019), COMPUTATIONS BY THE
AUTHORS

6 Between-Class Earnings Differences, Class Composition and
Differing Returns

6.1 Regression-Based Decomposition Method

We now aim to assess the extent to which the differences in average earnings
between the classes reflect differences in observed characteristics versus dif-
ferences in returns to those characteristics. We outline in this sub-section
how regression-based decompositions of earnings inequality will allow us to
do so. As noted earlier, these decompositions typically start from the natural
logarithm of earnings, because returns to individual and household charac-
teristics are expected to follow a loglinear pattern rather than a linear pattern;
while the distribution of residuals can be expected to approximate much more
closely a normal distribution when regressing the log of earnings on other vari-
ables, rather than untransformed earnings. A shift-share approach allows us
to decompose the difference in average earnings between social classes into
three elements:
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(1) observed differences in the average composition of each social class (e.g,
in terms of hours worked, education, gender, economic sector, etc.);
(2) observed differences between social classes in returns to these
‘characteristics’;
(3) the ‘unexplained’ difference between social classes that remains after we
have controlled for these observed factors.
The role of differences in characteristics (1) is the focus of Section 6.2, while
the additional impact of differing returns to those characteristics (2) is con-
sidered in Section 6.3. The overall extent to which the differences in average
earnings between the classes can be accounted for by these differences in char-
acteristics and returns taken together is then discussed in Section 7.
First, we describe the estimation/decomposition strategy. This is based on
estimating an OLs regression of the log of earnings in the following format for
each country separately:

In (earnings) = 3, + Byclass, + fi,class, + Bx, + By + ... + B, (1)
+ BiXsclass, + Biyox,class, + Bigxqclass,
+ Bigaxsclass, + .. Bi,x class, +u

with class being dummy variables, which take the value of o for the working
class and the value of 1 either for the salariat class (class 1) or the intermediate
class (class 2). x, ... x, represent a list of covariates and b, ... b,. the accompa-
nying list of regression coefficients. We also include a series of interactions
between the two social class dummies and each of the covariates. This means
that we estimate the earnings returns to each characteristic separately for each
social class. u represents the error term. The fit of this model is generally satis-
factory, as shown by the R-squared values in Appendix Table A1, ranging from
0.23 in Hungary to 0.76 in Cyprus.

Based on these estimated regression models, we can then identify class
compositional effects on the earnings ratio in two steps. In the first step, we
re-estimate the ratio of average earnings as follows (illustrated for the salariat
vs. the working class):

eXP(ﬁo + ﬁu—‘r lngz,—‘r lggf?,, +..+ ﬁzfz,—‘r lgizlfz‘ + ﬁtalfg:i_ e +16izlfz|)
exp(f, +6x, + X, +...+ X, )

Earnings ratio =

(2)

where each of the regression coefficients is multiplied by the country-specific
class average of the corresponding covariate (with subscript 7 indicating sala-
riat and w working class). In other words, this simply corresponds to the ratio
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of expected average earnings of both classes. A major advantage of using an
OLS regression is that if the ratio is re-estimated by imputing average popu-
lation characteristics that apply to each class, then the outcome is equal to
the unconditional ratio of average earnings. In contrast, if one used a quan-
tile regression to estimate the median of each social class (which might be
a preferable indicator of ‘typical’ earnings), the predicted ratio of medians
would not be the same as the unconditional, bivariate result. In a second step,
the ratio can be re-estimated by replacing the class-specific averages of each
covariate with the average characteristics of the overall population. In other
words, le ,Ygl Ve "fz‘ and X, X, X, in the equation above, are replaced with
., ,f3p Ve .,YZP, both in the numerator and the denominator.

Having assessed the role of differences in individual and household char-
acteristics, we can then estimate the additional contribution of differences in
returns to those characteristics to the earnings gap between social classes. This
is done by re-fitting the regression model as specified above, but now leaving
out the interaction between social class and the covariates. Subsequently the

X,

ratio is re-estimated as previously, using population averages for all covariates,
both in the numerator and denominator. This shows the additional contribu-
tion of differences in returns, on top of the ‘effect’ of differences in the compo-
sition of social classes.

This regression approach is inspired by, but somewhat different from the
more commonly employed Oaxaca-Blinder decompositions, which starts from
a separate regression for each social class (Oaxaca, 1973; Blinder, 1973). We pre-
fer this approach because it allows for a more intuitive grasp of the ‘remaining
gap’ in average earnings between social classes after controlling for composi-
tional effects, and because it allows us to identify the contribution of compo-
sitional effects as compared to the contribution of class-differences in returns
to individual and household characteristics. Like Blinder-Oaxaca it is a pure
‘accounting’ exercise not to be interpreted in a causal fashion.

6.2 The Contribution of Differences in Class Composition

In assessing the role of differences in class profiles, we capture their composi-
tion in terms of the nine variables grouped in five ‘blocks of characteristics’ as
described in Section 4:

1) Number of hours worked in the previous calendar year (“FYFTE”);

2) Education;

(
(2)
(3)
(4) Personal — gender, health, disability, and immigrant status;
(5) Household type.

Labour Market — sector, temporary contract and potential experience;

5
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TABLE 4  Absolute change in the ratio of average earnings of the salariat and working class when cumu-
latively equalising the average composition of classes, EU-SILC 2017

Country Hours Education Labour Personal Household  Total
worked market characteristics type
characteristics
SK -0.04 -0.14 0.01 0.02 0.00 -0.16
RS -0.04 -0.28 -0.02 0.04 0.00 -0.29
RO -0.01 -0.27 0.03 0.02 0.00 -0.23
SI -0.07 -0.35 0.07 0.00 0.01 -0.34
HU -0.05 -0.33 -0.03 0.02 -0.01 -0.40
CZ -0.05 -0.16 0.01 0.00 0.00 -0.20
SE -0.10 -0.11 -0.05 0.00 0.01 -0.25
DK -0.17 -0.13 0.02 0.01 0.01 -0.25
IT -0.07 -0.21 -0.06 -0.03 0.00 -0.37
FI -0.20 -0.07 -0.01 0.01 -0.01 -0.29
EE -0.02 -0.20 -0.02 0.02 0.00 -0.23
BE -0.25 -0.20 0.01 0.00 0.00 -0.45
PL -0.10 -0.23 -0.01 0.03 0.00 -0.32
HR -0.03 -0.33 -0.01 0.02 0.00 -0.35
EL -0.26 -0.05 -0.04 0.00 -0.01 -0.36
LV -0.08 -0.26 -0.06 0.05 0.00 -0.35
NO -0.14 -0.22 -0.06 -0.04 0.01 -0.45
LT -0.13 -0.27 0.04 0.06 0.01 -0.29
NL -0.33 -0.13 -0.06 -0.01 -0.01 -0.53
MT -0.11 -0.43 0.05 0.02 0.00 -0.48
AT -0.23 -0.18 -0.01 -0.04 0.00 -0.46
FR -0.26 -0.12 -0.02 -0.01 0.00 -0.42
PT -0.14 -0.53 -0.01 0.01 0.00 -0.68
BG -0.11 -0.48 -0.02 0.04 0.00 -0.58
UK -0.39 -0.19 -0.12 -0.02 0.00 -0.72
ES -0.26 -0.36 -0.20 -0.03 -0.01 -0.86
cYy -0.23 -0.29 -0.14 -0.03 -0.01 -0.70
DE -0.43 -0.30 -0.04 0.00 0.00 -0.78
LU -0.30 -0.31 -0.20 -0.03 0.01 -0.84
IE -0.47 -0.20 -0.15 -0.01 0.00 -0.83

Note: Countries ordered from low to high unconditional earnings ratio. The data are graphically displayed in
Figure A3 in Appendix 1.
SOURCE: EU-SILC 2017 (RELEASE SPRING 2019), COMPUTATIONS BY THE AUTHORS
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We ‘simulate’ the impact of having a common profile across countries for a
particular class in each of these five blocks in a cuamulative way: Tables 4 and 5
show how the predicted earnings ratio changes in each country when cumula-
tively substituting the average characteristics across the countries for the actual
class characteristics in the country for each block. The sum of the change for
each ‘block’ is then equal to the total difference between the unconditional
earnings ratio and the counterfactual ratio in which class profiles are identical
across social classes in terms of all the observed characteristics.

Table 4 and Figure A5 show the results for the salariat versus the working
class. We can see that accounting for hours worked is an important factor in
many countries (despite being only a rough indicator of the number of hours
worked). However, there are several countries where differences in the edu-
cational profile matter at least as much, if not more, especially in Eastern and
Southern Europe. Controlling for differences in hours worked and educa-
tion profile leads to a reduction in the ratio of average wages between these
classes in all 30 countries. Averaging out differences in labour market profiles
increases the earnings ratio in some countries, but reduces it in most of those
with the highest earnings ratios. The contribution of class differences in per-
sonal characteristics and especially in household characteristics is very small.
So, differences in educational profiles and number of hours worked in the year
are generally the most important contributory factors, in some countries dif-
ferences in employment characteristics are also important, while (additional)
differences in personal and household characteristics mostly contribute rela-
tively little. These findings hold when earnings rather than the log of earnings
are regressed on social class and the other covariates.

Table 5 shows that the corresponding results for the earnings ratio of the
intermediate to the working class, which are rather different. Controlling for
the number of hours worked again reduces the earnings gap between these
classes considerably in many countries, and especially so in the ‘old’ EU
Member States, but controlling for education often does not make much dif-
ference. The class profile in terms of employment characteristics now makes a
larger difference in quite a few countries while personal and household char-
acteristics play little role. So, differences in educational profile mostly contrib-
ute much less than for the ratio of salariat to working class earnings, while
differences in employment profiles are more important. These findings hold
when regressing earnings rather than the log of earnings on social class and
the other covariates, although in that case, differences in hours worked have in
all countries a relatively smaller role.
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TABLE 5 Absolute change in the ratio of average earnings of the intermediate class and working class
when cumulatively equalising the average composition of classes, EU-SILC 2017

Country Hours Education Labour Personal Household  Total
worked market characteristics type
characteristics

RO 0.02 0.02 0.37 -0.01 0.00 0.40
RS -0.01 -0.02 0.11 0.00 0.00 0.09
LV 0.02 -0.02 0.07 0.03 0.00 0.10
HU -0.02 -0.05 0.07 0.02 0.02 0.03
EE -0.01 -0.03 0.03 -0.01 0.00 -0.01
FI -0.12 0.03 0.05 0.00 0.00 -0.04
PL -0.05 -0.02 0.12 -0.02 -0.01 0.02
SI -0.04 -0.03 0.03 0.00 0.00 -0.04
HR -0.02 -0.03 0.03 0.01 0.00 -0.01
SK -0.02 -0.04 0.00 0.01 0.00 -0.06
EL -0.16 0.02 0.05 -0.02 0.01 -0.11
SE -0.07 0.02 0.03 -0.02 0.01 -0.03
IT -0.04 0.00 -0.05 -0.03 0.00 -0.12
cz -0.03 -0.04 -0.01 0.00 0.00 -0.08
NL -0.13 0.00 0.00 0.00 0.00 -0.13
UK -0.13 -0.02 -0.02 -0.01 0.00 -0.18
MT -0.03 -0.06 0.01 0.00 0.00 -0.07
DK -0.07 0.07 -0.02 0.02 0.01 0.02
PT -0.08 -0.04 -0.01 -0.02 0.00 -0.15
BE -0.17 -0.05 0.01 -0.01 0.00 -0.22
FR -0.12 0.01 -0.02 -0.01 0.00 -0.13
LT -0.03 -0.05 0.01 0.02 -0.01 -0.05
IE -0.16 -0.02 0.00 -0.02 0.00 -0.20
AT -0.14 0.01 0.02 -0.03 0.00 -0.15
NO -0.08 -0.05 -0.08 -0.04 0.00 -0.24
cY -0.03 -0.02 -0.14 -0.03 -0.01 -0.23
ES -0.15 -0.05 -0.11 -0.03 0.00 -0.34
BG -0.06 -0.11 0.00 0.00 0.00 -0.17
DE -0.14 -0.05 -0.07 0.02 0.00 -0.24
LU -0.11 0.05 -0.13 -0.07 0.00 -0.26

Note: Countries ordered from low to high unconditional earnings ratio. The data are graphically displayed in
Figure A4 in Appendix 1.
SOURCE: EU-SILC 2017 (RELEASE SPRING 2019), COMPUTATIONS BY THE AUTHORS
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6.3 The Contribution of Differences in Returns

We now look at the role of differences between the classes in the return accru-
ing to the range of observed characteristics in terms of the earnings associated
with them. To provide a point of comparison Tables 6 and 7 first show again
the total effect of harmonising the composition of a given class across coun-
tries in terms of observed characteristics. They then show the further impact of
also equalising the returns to these characteristics across classes in each coun-
try (at the average return to that characteristic in that country). Table 6 shows
that for earnings of the salariat versus working class, equalising returns to indi-
vidual and household characteristics produces a change in the earnings ratio
that varies widely but is quite modest in scale for most countries. Even where
this has the largest impact (in Romania, Slovenia, Greece and Luxembourg),
it is dwarfed by the impact that harmonising composition was seen to have.

TABLE 6 Absolute change in the ratio of average earnings of the salariat
and working class when equalising the average composition of
social classes and returns to characteristics across classes within
countries, EU-SILC 2017

Country  Equal Equalreturns  Total counterfactual
composition change
SK -0.16 0.02 -0.14
RS -0.29 -0.01 -0.31
RO -0.23 -0.11 -0.33
SI -0.34 -0.09 -0.43
HU -0.40 -0.05 -0.45
Ccz -0.20 -0.03 -0.23
SE -0.25 -0.05 -0.30
DK -0.25 -0.06 -0.31
IT -0.37 -0.05 -0.42
FI -0.29 -0.07 -0.36
EE -0.23 0.00 -0.23
BE -0.45 -0.03 -0.48
PL -0.32 -0.01 -0.33
HR -0.35 0.00 -0.35
EL -0.36 -0.11 -0.47
LV -0.35 -0.03 -0.38
NO -0.45 -0.01 -0.47
LT -0.29 -0.07 -0.36
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TABLE 6  Absolute change in the ratio of average earnings (cont.)
Country  Equal Equalreturns  Total counterfactual
composition change

NL -0.53 -0.06 -0.59

MT -0.48 -0.03 -0.51

AT -0.46 -0.08 -0.54

FR -0.42 -0.05 -0.47

PT -0.68 -0.03 -0.71

BG -0.58 0.03 -0.54

UK -0.72 -0.03 -0.75

ES -0.86 0.00 -0.85

cYy -0.70 -0.01 -0.71

DE -0.78 -0.04 -0.82

LU -0.84 -0.09 -0.94

IE -0.83 -0.05 -0.88

Note: Countries ordered from low to high unconditional earnings ratio. The data
are graphically displayed in Figure A5 in Appendix 1.
SOURCE: EU-SILC 2017 (RELEASE SPRING 2019), COMPUTATIONS BY THE AUTHORS

Table 7 and Figure A6 show the corresponding results for the earnings ratio
of the intermediate to the working class. We see that averaging the returns to
characteristics across these classes now has a noticeable relative impact in
quite a few countries, including Hungary, Finland, Slovenia, Sweden, Denmark
and Austria. The impact is even more outspoken when regressing earnings
rather than the log of earnings on characteristics (Figures available from the
authors).

TABLE 7 Absolute change in the ratio of average earnings of the intermedi-
ate and working class when equalising the average composition of
social classes and returns to characteristics across classes within
countries, EU-SILC 2017

Country  Equal Equalreturns  Total counterfactual
composition change

RO 0.40 -0.02 0.37

RS 0.09 -0.06 0.02
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TABLE 7 Absolute change in the ratio of average earnings (cont.)
Country  Equal Equalreturns  Total counterfactual
composition change

LV 0.10 -0.08 0.02
HU 0.03 -0.09 -0.06
EE -0.01 -0.04 -0.05
FI -0.04 -0.08 -0.12
PL 0.02 -0.03 -0.01
SI -0.04 -0.10 -0.13
HR -0.01 -0.06 -0.06
SK -0.06 0.00 -0.06
EL -0.11 0.01 -0.10
SE -0.03 -0.11 -0.14
IT -0.12 -0.05 -0.17
CZ -0.08 0.00 -0.09
NL -0.13 -0.05 -0.18
UK -0.18 -0.05 -0.23
MT -0.07 -0.03 -0.11
DK 0.02 -0.11 -0.09
PT -0.15 -0.02 -0.18
BE -0.22 -0.03 -0.25
FR -0.13 -0.06 -0.19
LT -0.05 -0.05 -0.10
IE -0.20 -0.07 -0.26
AT -0.15 -0.08 -0.23
NO -0.24 -0.02 -0.26
cy -0.23 0.00 -0.23
ES -0.34 -0.05 -0.39
BG -0.17 0.00 -0.17
DE -0.24 -0.04 -0.29
LU -0.26 -0.07 -0.33

Note: Countries ordered from low to high unconditional ratio. The data are
graphically displayed in Figure A6 in Appendix 1.

SOURCE: EU-SILC 2017 (RELEASE SPRING 2019), COMPUTATIONS BY THE
AUTHORS.
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7 Between-Class Inequality after ‘Controlling’ for Differences in
Composition and Returns

To see how much of the variation in between-class earnings differentials across
countries can be accounted for by differences in composition and in returns to
characteristics combined, we now compare those actual ratios with the ones
produced when we harmonise the composition of a given social class in terms
of observed characteristics across countries and also equalise the returns to
individual and household characteristics across classes within each country.

Table 8 and Figure A7 show that on average the ratio of average earnings
of the salariat to the working class falls by about 26% when the controls are
introduced, varying between a 10% drop in Slovakia and a 38% drop in Spain.
However, in all cases the ratio remains substantially above 1, varying between 1.1
in Hungary and 1.6 in Bulgaria. In 28 out of 30 countries average earnings of the
salariat are still 20% or more above those of the working class. Generally speak-
ing, the higher the actual ratio of average earnings, the stronger the reduction
in this ratio in the counterfactual, though quite a few countries change rank
when ordered by the counterfactual rather than the actual earnings ratio — for
example, the Netherlands and Spain move down about 10 positions, while the
Czech Republic and Estonia move up that much. Cross-national variation in
the between-class earnings ratio is substantially reduced, with the coefficient
of variation decreasing from 0.15 to 0.09; almost all of this reduction is attribut-
able to the harmonisation of class composition rather than the equalisation of
returns across classes within countries.

TABLE 8 Ratio of average earnings of the salariat and working class,
before and after controlling for observable differences in popula-
tion composition and returns to individual and household
characteristics, EU-SILC 2017

Country  Bivariate Equal observables

HU 1.59 (1.51-1.67) 1.13 (1.02-1.24)
SI 1.59 (1.51-1.67) 1.15 (1.05-1.25)
SE 1.50 (1.42-1.59) 1.20 (1.11-1.29)
RO 1.55 (1.50-1.60) 1.22 (1.16-1.28)
RS 1.54 (1.47-1.61) 1.23 (1.15-1.30)
IT 1.65 (1.61-1.70) 1.23 (1.20-1.27)
SK 1.38 (1.34-1.42) 1.24 (1.19-1.29)
BE 1.73 (1.67-1.78) 1.25 (1.19-1.30)
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TABLE 8 Ratio of average earnings of the salariat and working class (cont.)

Country  Bivariate Equal observables

FI 1.65 (1.60-1.70) 1.29 (1.23-1.34)
NL 1.89 (1.83-1.96) 1.30 (1.24-1.36)
EL 1.77 (1.73-1.81) 1.30 (1.24-1.37)
DK 1.64 (1.55-1.73) 1.33 (1.23-1.42)
NO 1.80 (1.71-1.90) 1.33 (1.25-1.42)
HR 1.72 (1.66-1.78) 1.37 (1.30-1.44)
ES 2.23 (2.12-2.35) 1.38 (1.31-1.46)
PT 2.11 (2.05-2.17) 1.39 (1.34-1.45)
LV 1.78 (1.71-1.85) 1.40 (1.32-1.48)
PL 1.73 (1.68-1.78) 1.40 (1.34-1.45)
MT 1.94 (1.86-2.01) 1.43 (1.35-1.50)
AT 1.99 (1.89-2.08) 1.44 (1.33-1.56)
cz 1.68 (1.63-1.73) 1.45 (1.40-1.50)
EE 1.69 (1.62-1.77) 1.47 (1.38-1.55)
DE 2.30 (2.23-2.37) 1.48 (1.42-1.53)
UK 2.24 (2.14-2.35) 1.49 (1.40-1.59)
LT 1.86 (1.75-1.97) 1.50 (1.37-1.63)
IE 2.40 (2.28-2.51) 1.51 (1.42-1.61)
FR 2.00 (1.91-2.10) 1.52 (1.40-1.64)
cy 2.27 (2.19-2.34) 1.55 (1.48-1.62)
LU 2.50 (2.40-2.60) 1.55 (1.45-1.65)
BG 2.13 (2.02-2.23) 1.58 (1.48-1.68)

Note: Sample restricted to all cases without missing observations. For some
countries figures differ from those in Table 3. 95% confidence intervals between
brackets. Countries ordered from low to high by counterfactual earnings ratio.
SOURCE: EU-SILC 2017 (RELEASE SPRING 2019), COMPUTATIONS BY THE
AUTHORS

Table g and Figure A8 show that the earnings ratio for the intermediate to the
working class declines on average by about 15% going from the actual to the
counterfactual, but this change varies from a reduction of 28% in Spain to an
increase in Romania. The number of countries in which this earnings ratio is
not significantly different from 1 (at the 95% confidence level) increases from
5 to 12. Only three countries (Germany, Cyprus and Bulgaria) have a ratio (sta-
tistically significantly) above 1.1, and in seven countries the average earnings
of the intermediate class are significantly lower than those of the working
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class. The coefficient of variation for this earnings ratio falls from an actual
0.19 to o.11 in the counterfactual, with the harmonisation of class composition

accounting for about three-quarters of that decline but equalising returns now
contributing one-quarter.

TABLE 9 Ratio of average earnings of the intermediate class and working
class, before and after controlling for observable differences in
population composition and returns to individual and household,
EU-s1LC 2017

Country  Bivariate Equal observables

RO 0.36 (0.33-0.38) 0.73 (0.65-0.80)

FI 0.98 (0.92-1.04) 0.85 (0.80-0.91)

HU 0.94 (0.84-1.04) 0.88 (0.78-0.98)

RS 0.86 (0.81-0.91) 0.89 (0.83-0.94)

LV 0.88 (0.82-0.95) 0.90 (0.83-0.98)

SI 1.06 (1.01-1.11) 0.93 (0.88-0.98)

EE 0.98 (0.91-1.06) 0.94 (0.86-1.01)

SE 1.08 (1.00-1.16) 0.94 (0.86-1.02)

UK 1.17 (1.09-1.25) 0.94 (0.87-1.01)

BE 1.20 (1.14-1.26) 0.95 (0.90-1.00)

IT 1.13 (1.10-1.17) 0.96 (0.93-0.99)

IE 1.25 (1.18-1.31) 0.98 (0.93-1.03)

NL 1.17 (1.12-1.23) 0.99 (0.94-1.04)

PL 1.00 (0.96-1.04) 0.99 (0.96-1.03)

ES 1.39 (1.32-1.46) 1.00 (0.96-1.05)

EL 1.12 (1.08-1.15) 1.02 (0.98-1.05)

HR 1.09 (1.04-1.15) 1.03 (0.97-1.09)

PT 1.21 (1.16-1.25) 1.03 (0.99-1.07)

FR 1.22 (1.17-1.28) 1.03 (0.98-1.09)

SK 1.11 (1.07-1.15) 1.05 (1.01-1.08)

MT 1.19 (1.14-1.23) 1.08 (1.04-1.13)

DK 1.18 (1.10-1.25) 1.09 (1.01-1.17)

NO 1.36 (1.26-1.45) 1.09 (1.01-1.17)

AT 1.35 (1.28-1.41) 1.12 (1.06-1.18)

cz 1.21 (1.16-1.25) 1.12 (1.08-1.17)

cy 1.38 (1.33-1.42) 1.15 (1.11-1.19)

LU 1.49 (1.38-1.60) 1.16 (1.06-1.26)
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TABLE 9 Ratio of average earnings of the intermediate class (cont.)
Country  Bivariate Equal observables

LT 1.27 (1.15-1.40) 1.17 (1.05-1.30)
DE 1.47 (1.43-1.51) 1.18 (1.14-1.22)
BG 1.42 (1.33-1.50) 1.25 (1.17-1.33)

Note: Sample restricted to all cases without missing observations on any of the
regression variables. 95% confidence intervals between brackets. Countries
ordered from low to high by counterfactual earnings ratio.

SOURCE: EU-SILC 2017 (RELEASE SPRING 2019), COMPUTATIONS BY THE
AUTHORS

8 Discussion and Conclusions

Social class has been shown to be related to many indicators of individual well-
being and behaviour. However, relatively little is known about variations across
countries in how social class is associated with current earnings, a key dimen-
sion of access to economic resources. In this article we first argued that along-
side the evolution over time of earnings differentials between social classes,
as studied by for example Albertini et al. (2020), how these differentials vary
across developed countries is also of significant interest. We then investigated
class earnings gaps across 30 European countries in a consistent fashion using
micro-data from EU-s1LC 2017. To study the relationship between class and
earnings net of characteristics associated with both, and to distinguish the
role of differences across classes in the returns to those characteristics, we
outlined and employed a regression-based shift-share decomposition method.
This allowed us to detect the extent to which between-class earnings inequali-
ties reflect differences in the composition of social classes as compared to
between-class differences in returns to education, labour market participation
and other factors.

The first key conclusion is that major class categories structure earn-
ings across a diverse set of countries, although patterns vary by country. For
instance, in three countries in our sample — Serbia, Lithuania, and especially
Romania — the intermediate class had lower average earnings than the work-
ing class. This means that the logic of the class ranking in those countries does
not seem to hold even when looking at the three major class categories. This
poses a challenge to class theory. The second key conclusion is that both the
ratio of average earnings of the salariat and the intermediate to the working
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class vary widely across countries. In some Eastern European and Nordic coun-
tries, the salariat earned around 1.5 times more than the working class on aver-
age, while that ratio was 2.5 in some Western European countries like Ireland
and Luxembourg. Similarly, there was a notable cross-country variation in the
earnings gap between the intermediate and working class. While class struc-
tures earnings, it does so to a varying degree across countries, and in some
contexts the expected class hierarchy does not hold.

Our third key contribution was to show how differences in class composi-
tion and returns to characteristics influence class inequality in earnings across
countries. While class is typically defined as a concept that captures individu-
al’s position in the labour market (Goldthorpe, 2007, Wright, 1997), character-
istics of individuals belonging to different social classes differ across countries,
and that matters for the class inequality that we observe. We found that dif-
ferences in average class composition in terms of characteristics associated
with earnings accounted for a substantial proportion of between-class differ-
ences within countries, with educational profiles particularly important for
the salariat-to-working-class gap whereas employment-related factors played
a larger role for the intermediate-to-working-class gap. Differences between
classes in the returns to education and other observable characteristics played
relatively little or no role in the gap between the salariat versus working class,
but made some contribution to the earnings gap between the intermediate
and working class, though class composition remained much more important
there. This suggests that somewhat different mechanisms may be at work. The
importance of differences in educational profiles for the salariat-to-working-
class ratio may be seen as consistent with the literature that puts human capi-
tal to the forefront of the contrast between those classes (Tahlin, 2007). Yet,
it is interesting to see that there is a strong variation across countries in the
degree to which compositional differences in educational profile, as compared
to work intensity and other labour market characteristics, can account for
average earnings differences between classes. This suggests that there is con-
siderable variation across countries in how earnings are structured by social
class. Further research is needed to tease out to what extent this variation is
due to class differences in educational profile rather than country differences
in the association between earnings and education, and which factors drive
cross-national variations in these regards. The role of differences in returns in
particular for the intermediate-to-working-class gap, on the other hand, may
suggest a particular role for institutional and context-specific factors shap-
ing power relations both between and within classes regarding the degree to
which members of particular classes can reap the benefits of having a higher
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education, working more hours, and having other characteristics that are gen-
erally associated with higher earnings. The relative unimportance of class dif-
ferences in returns to background characteristics in some countries is equally
interesting and also merits further research.

It is worth emphasising that many of the features of class composition for
which one is ‘controlling’ are structured by class-related processes, as is most
evident in the case of education profiles. They are in that sense mediating
variables for class dynamics rather than independent of them (Richards and
Paskov, 2016; Rose and Harrison, 2010; Tahlin, 2007). Yet as we illustrate, they
play a differing role in driving class inequality across countries.

Our analysis also illustrated that cross-national variation in class earn-
ings inequality is partially accounted for by compositional differences.
Cross-national variation was substantially diminished when we looked at the
counterfactual ratio in which class profiles across countries are identical across
social classes in terms of all the observed characteristics. In other words, we
can conclude that class inequality in earnings differs partly because the pro-
file of class incumbents differs across countries. However, some cross-national
variation persists even after accounting for differences in profiles. A range of
institutional and structural factors known to underlie overall earnings disper-
sion, such as collective bargaining institutions and labour power, minimum
wages, and occupational profiles, may impact on the average gaps in earnings
between the classes not only through their effects on class composition and
returns but also through other channels, all of which need to be investigated
in future research.

A final note is that variations in class earnings inequality such as those
demonstrated in this study can help to understand comparative evidence
on class gradients in other domains, such as political attitudes or health. For
example, class cleavages in political attitudes have shown to be common but
the strength of those cleavages differs across countries, which is sometimes
explained by the level of income inequality or generosity of welfare arrange-
ments in a society (Edlund and Lindh, 2015). However, as shown in Goedemé
et al. (2021a), while countries with higher levels of between-class inequality
tend to have higher levels of overall earnings inequality, this relationship is
far from perfect. Since class inequality is not the same as income inequality,
economic inequality between social classes needs to be considered in its own
right when we are seeking to understand class inequalities in other domains.
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Appendix 1: Additional Graphs
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FIGURE Al The distribution of social classes in 30 European countries (%), EU-SILC 2017
EU-SILC 2017 (RELEASE SPRING 2019), COMPUTATIONS BY THE AUTHORS
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FIGURE A2 The ratio of average earnings of the salariat to the working class and of the
intermediate class to the working class, EU-sSILC 2017
EU-SILC 2017 (RELEASE SPRING 2019), COMPUTATIONS BY THE AUTHORS
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FIGURE A3 Absolute change in the ratio of average earnings of the salariat and working class
when cumulatively equalising the average composition of classes, EU-SILC 2017
EU-SILC 2017 (RELEASE SPRING 2019), COMPUTATIONS BY THE AUTHORS
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FIGURE A4 Absolute change in the ratio of average earnings of the intermediate class and
working class when cumulatively equalising the average composition of classes,
EU-s1LC 2017
EU-SILC 2017 (RELEASE SPRING 2019), COMPUTATIONS BY THE AUTHORS
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FIGURE A5 Absolute change in the ratio of average earnings of the salariat and working
class when equalising the average composition of social classes and returns to
characteristics across classes within countries, EU-SILC 2017
EU-SILC 2017 (RELEASE SPRING 2019), COMPUTATIONS BY THE AUTHORS
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FIGURE A6 Absolute change in the ratio of average earnings of the intermediate and working
class when equalising the average composition of social classes and returns to
characteristics across classes within countries, EU-SILC 2017
EU-SILC 2017 (RELEASE SPRING 2019), COMPUTATIONS BY THE AUTHORS
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FIGURE A7 Ratio of average earnings of the salariat and working class, before and after
controlling for observable differences in population composition and returns to
individual and household characteristics, EU-SILC 2017
EU-SILC 2017 (RELEASE SPRING 2019), COMPUTATIONS BY THE AUTHORS
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FIGURE A8 Ratio of average earnings of the intermediate class and working class, before
and after controlling for observable differences in population composition and
returns to individual and household, EU-s1LC 2017
EU-SILC 2017 (RELEASE SPRING 2019), COMPUTATIONS BY THE AUTHORS
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Appendix 2: Additional Tables

TABLE Al R-squared and degrees of freedom, regressing (the log of) earnings on social class
and additional covariates, including and excluding the interaction of each covari-
ate and social class

Log of earnings Earnings
Country R2with R2no R2 with R2no Design
interactions  interactions interactions interactions degrees of
freedom
AT 0.48 0.47 0.39 0.36 6,058
BE 0.51 0.48 0.45 0.40 271
BG 0.38 0.37 0.23 0.19 7,349
CcY 0.76 0.74 0.53 0.47 4,310
cz 0.50 0.48 0.34 0.32 1,762
DE 0.65 0.64 0.45 0.42 13,495
DK 0.54 0.50 0.36 0.33 5,906
EE 0.31 0.29 0.33 0.31 6,154
EL 0.50 0.48 0.27 0.24 3,177
ES 0.41 0.40 0.36 0.33 2,198
FI 0.48 0.46 0.38 0.35 10,209
FR 0.48 0.45 0.35 0.29 772
HR 0.46 0.41 0.37 0.30 2,406
HU 0.23 0.21 0.34 0.31 4,042
IE 0.57 0.55 0.36 0.33 628
IT 0.36 0.35 0.28 0.25 8,091
LT 0.37 0.34 0.30 0.25 4,943
LU 0.59 0.57 0.43 0.39 3,971
LV 0.46 0.44 0.37 0.34 1,142
MT 0.55 0.53 0.40 0.35 3,901
NL 0.58 0.57 0.43 0.40 13,327
NO 0.45 0.43 0.38 0.36 6,272
PL 0.43 0.41 0.31 0.28 13,056
PT 0.54 0.51 0.35 0.30 4,715
RO 0.66 0.61 0.49 0.45 946
RS 0.44 0.41 0.25 0.22 562
SE 0.41 0.38 0.36 0.32 5,927
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TABLE A1 R-squared and degrees of freedom, regressing (the log of) earnings (cont.)

Log of earnings Earnings
Country R?with R2 with R2no Design
interactions interactions  interactions degrees of
freedom
ST 0.44 0.40 0.34 2,854
SK 0.38 0.25 0.23 5,601
UK 0.47 0.29 0.26 682

SOURCE: COMPUTATION BY THE AUTHORS ON EU-SILC 2017 UDB (RELEASE SPRING 2019)
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